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The House and Senate Visions of a 
CRP Renewal: An Apprais al of the 
Likely Efficiency Gains 
(Bntce A. Babcoch 515/294-5764) 
(P. G. Lahs/uninaraya11 5151294-6234) 
Analysts who have studied how to ihcrease the 
effici ency of the CRP agree that one s imple s tep can 
result in dramatic gains; enroll 01 ly land with high 
environmental benefit-tO-cost ratios. Too much of 
ct~rrent CRP land was brought in with very low ratios, 
either because the contract rental rates were set too 
high, or the land offered too few enviromnental 
benefits. 
• 
The House and Senate versions of a CRP renewal offer 
fundamentally different rules concerning payment 
rates and land eligibility. These rules will have a 
d ramatic effect on the program's future efficiency. The 
House places a maximum payment cap at 75 percent 
of current CRP rental rates. U aU current CRP con-
trac ts were renewed at this lower rate, then eEricienc.y 
would indeed increase by 25 percent. But not all CRP 
contracts rental rates are too high. Farmers who do 
not receive excessive payments will simply not renew 
their contracts <U the lower rate. Perhaps less than 40 
percent of CRP land suitable for growing corn and less 
than 80 percent of wheat land in the CRP would be 
enrolled if the House payment cap is adop ted. Re-
newal rates would be even lower if current strong grain 
prices continue for the next year or two. By itself, this 
drop in enrollment would not be cause for concern if 
the land that returns to production is not environmen-
tally fragile. But a large proportion of the most 
environmentally sensitive CRP land went into the 
program at quite reasonable rental rates. The inflex-
ibility of the 75 percent payment cap would mean that 
most of this land would return. to production. Much of 
the remaining land in the program would offer rela-
tively few environmemal benefits. Thus, even though 
t.he payment limit would decrease the p er-acre cost of 
enrolled land, the average environmental benefit could 
decrease even more, thereby decreasing the efficiency 
of the program. Much of this decrease could be 
counteracted if the Secretary of Agriculture were free 
to replace current CRP land that has low benefit-to-
cost ratios with new Janel that offers high ratios. But 
the House bill forbids the emollment ofland that is 
not already in CRI' 
The Senate also recognizes that some CRP rental rates 
need to be lowered. ln an attempt to ensu re that they 
are not lowered too much, the Senate sets a minimum 
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payment rate of 80 percent of current rates for renewed 
contracts. This rule would limit efficiency gains if 
grain prices were at the levels they were when the 
original contracts were signed. But stronger prices 
translate into higher cash rents from [arming which 
implies tbat many contracts would not be renewed if 
rental rates are substantially reduced . The Senate gives 
the Secretary of Agriculture Oexibility in deciding 
wh ich land to enroll. If a curren t parcel of CRP land 
offers too few environmental benefits to j us tify 
enrollment at 80 percent of the current payment rate, 
then that parcel would not necessarily have to be 
renewed. Another parcel, not necessa1ily in the 
current CRP. that offers greater environmental benefits 
per dollar cost could be renewed . 
The ilexibility in the Senate bill could lead to a far 
more e[[icient CRP than either the current provisions 
or the House version. At the Senate funding level for 
2002 ($974 miliion), which is approximately 50 
percem of the current CRP budget, the new CRP could 
contain one of the following: 62 percent of current 
acreage (22.5 million acres); 94 percent of current 
water erosion benefits (and 18.5 million acres); or 100 
percent of current wind erosion benefits (and 20.4 
million acres) . These estimates probably understate 
the efficiency gains because they are based on the 
assumptions of no downward adjustment in bid rates 
and no new land. Many CRP proponents want to 
bring large amounts o[ riparian land inlO CRP for its 
water quality and wildlife benefits. We estimate that 
for $1.022 billion , all the highly erosive lands (grea ter 
than 20 tons per acre) currently in CRP and all of the 
nation's cropland within 80 feet of a river or lake cotLld 
be enrolled. This would result in a highly efficient, 21 
million acre program. 
• 
If Ethanol Demand Changes, 
What Happens To Farm Prices? 
(SLeven L Elmore, 5151294-61 75) 
(Darnell B. Smith, 5151294-1184) 
The near future of ethanol production in Iowa appears 
to be on safer footing than it was j ust a few weeks ago, 
but nothing is cenain given the political volatility in 
Washington. The latest incident tl1at posed a tlu·eat to 
the ethanol indusuy was an action taken by the House 
Ways and Means C01mnittee. It passed a provis ion 
that would remove the 5.4 cents per gallon tax break 
for ethanol blended fuel. The reason stated for taking 
this action is that the tax break was esti mated to cost 
the tTeasury $2.5 bi ll ion dollars in lost tax revenue 
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over the next nve years. The legislative branch is not 
the only part of t.he Federal Government that may have 
a potential Impact on the future of ethanol production. 
The executive branch, speci£ically the Environmental 
Protection Agency (EPA), is commissioned with the 
task of enforcing the Clean Air Act. A year ago the 
EPA ruled in favor of using et.hanol and otherrenew-
able fuels for environmental reasons. A court ruling, 
now under appeal, overturned this determination. If 
the appeal is not successful, t.he ethanol industry 
would not experience the added demand that would 
occur under the original EPA determination. 
Lawmakers and administrators in WashingtOn, D.C. 
can take actions favorable or harmful· w the ethanol 
indus! ry, and thus to the inputs for this industry. 
Because lowa is the nation's leading producer of com, 
the chief input for ethanol production, the impact 
would be great here and in the rest of the upper 
Midwest. The Iowa Corn Promotion Board has 
reported that ethanol production in Iowa consumes 
over 450 thousand bushels of corn each day, affects 
over 12,000 jobs (2,550 in the corn processing indus-
Lry ) , and generates $1.5 billion dollars of economic 
activity for Iowa. Because Iowa has a major role in the 
ethanol industry, it also has a large stake in actions 
taken by the House Ways and Means Committee. The 
actions that may be politically advantageous for the 
nation as a whole may be detrimental to agricultural 
industries. 
U.S. Agricultural Impacts 
Questions arise, from the Ways and Means 
Committee's proposed tax change to possible changes 
in EPA policy. about Lhe potential impact on agricul-
tural prices if there were a drop in ethanol demand due 
to either potential change. Proponents of ethanol 
production_ have estimated [hat it would cause an 
initial 50 percent reduction in demand for corn (or 
other inputs) used in ethanol production. Ot.her 
estimates range from 50 percem down to around 10 
percent. This study analyzes the impacts of both 10 
and 50 percent reductions in corn used for ethanol 
production on agricultural prices and expected net 
returns. 
Ethanol has accounted for 6 percent of domestic corn 
use in the last telt years. In 1996/97, it is projected 
that the percentage wiiJ climb to almost 9 percem. The 
total quantity of corn demand cannot be arrived at just 
by subtracting the change in initial use of ethanol from 
the total domestic use. Price differences have an 
impact on the quantity used for all purposes. For 
example, a 50 percent decrease in ethanol demand in 
1996 would initially decrease the demand for corn 4.5 
percent. But, because the price of corn would fall , 
quantity demanded inches back up so that the drop in 
use is just 2 percent. 
The price impact can be seen in the difference in 
quantities demanded. The largest price impact comes, 
as one woul.d expect., i11 the corn market dming the 
first year (Table 1 ). The reason is that production 
agdculture involves a certain degree of rigidity. Over 
time, corn producers would shift some of their produc-
tion to soybeans (or other crops) , which would 
increase the supply of soybeans. 
Table l: Change in the Farm Price under a 
Given Drop in Demand for Corn Used in 
Ethanol Production. 
Drop in 
Demand 
10 Percent 
50 Percent 
I 0 Percent 
50 Percem 
10 Percent 
50 Percent 
10 Percent 
50 Percent 
1996/97 1997/98 1998/99 
-2.41% 
-J 1.65% 
-0.32% 
-1.62% 
-2.11% 
-9.28% 
-0.29% 
-2.03% 
(Fcmrr Price Clraugc) 
Impact on CORN 
-2.19% -2.13% 
-9.65% -9.79% 
Impact on SOYBEANS 
-1.41% -1.44% 
-6.85% -6.67% 
Impact on SORGHUM 
-] .38% -1.35% 
-6.88% -7.62% 
lmpact on WHEAT 
-0.87% -0.86% 
·4.06% -3.43% 
Average 
1999/00-
2003/04 
-2.25% 
-11 .01% 
-1.46% 
-7.18% 
-1.56% 
-8.06% 
-0.55% 
-2.72% 
An important aspect that emerges from the analysis is 
· that other agricultural regions of Lhe country are also 
impacted. An example com.modit.y is wheat, where 
prices also fall. The price change is not as large 
relative to the other commodities; however, the change 
is apparent. Thus. regions outside of traditional corn 
producing areas can be affected by changes in ethanol 
demand as well. · 
The livestOck sector would also be impacted by any 
action on ethanol. The larges t use for corn tradition-
ally has been and is still feed for livestock. Feed use is 
projected to account ror 75 percent. of corn use in 
1996/97 (compared with 9 percent for ethanol). The 
change in the net returns for livestock is where the 
impact o( crop prices can be seen (Table 2). 
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Table 2: Change in the Gross Returns, minus 
Feed Costs for Pork (Farrow-to-Finish), Under 
a Given Drop in Demand for Corn used in 
Ethanol Production. 
Drop in Average 
Demand 1996 1997 1998 1999-2003 
( Dollars per Hundredweight) 
Baseline 9.53 12.43 14.57 15.69 
10 Percent 9.66 12.62 14.52 15.71 
Change 1.36% 1.53% -0.34% -0.08% 
50 Percent 10.16 13.28 14.33 15.76 
Change 6.61% 6.8'1% -1 .65% 0.45% 
Gross returns, minus the feed costs, provide a basis to 
assess the impact of a decrease in ethanol demand on 
the livestock sector. The feed costs include all feed 
costS, so if feeders substitute lower-cost feed rations, it 
can be seen in this calculation. ln the farrow-to-finish 
category, an initial increase in neL returns can be seen. 
In the third year after the ethanol change is imple-
mented, the reaction shows that people are making 
adjustments (in production) to take advantage of the 
lower crop prices. Thus, from the 1hird year onward, 
the importS a re slightly positive or negative but are 
mostly ins ignificant. The change at the end of the time 
period (seen in the 1999-2003 average) shows the 
equilibrium reached after aU tl1e production adjust-
ments have taken place. 
Ethanol policy can have negative aspects, and the 
implications go beyond the corn producing sector. 
The policy options impact other sectors of agriculture 
as well. Whether a policy change comes out of the 
legislative or executive branch of the national govern-
ment, diverse agricultural and rural imerestS are 
affected in one way or another. 
Special Articles 
New Techniques to Modify Pork Fats 
Promote Better Health 
(Helen H. jensen. 515/294-6253) 
(Donald Beitz, 5151294-5626) 
Mounting scientific evidence establishing the link 
between adverse health consequences and the con-
sumption of fat and fat rich in saw rated fatty acids 
(saturated fat) has prompted leading health organiza-
tions to recommend decreasing the consumption of 
total and sam rated faL ln the U.S. die t, approximately 
37 percent of food energy consumed is derived from 
total fat , which contains 13 percent saturated fauy 
acids, t4 percent monounsaturated fatty acids, and 7 
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percent polyunsaturated fatty acids. And, approxi-
mately 56 percent of all dietary fat and 70 percent of 
saturated fat come from animal sources. The scien-
tific evidence and increased public focus on dietary 
fat have motivated the meat industry to plan new 
marketing strategies and to inves t in technological 
innovations to enhance Lhe desired qualities in their 
products. 
Changes in meat consumption (especially for pork 
products) are important to Iowa's agriculture. Iowa 
leads the nation in production of hogs and pork 
products, with almost half of farm cash receipts in the 
s tate a ttributed directly to pork. Feed grains for ilie 
pork sector are also major income components from 
Iowa's agriculn1ral sector. 
In recent years, hog producers have decreased the 
amount of carcass fat through breeding and feeding 
practices, and pork processors have removed more of 
the remaining excess fat from the carcass. The 
amount of excess fat removed from the carcass 
declined from a high of 20.60 percent of carcass 
weight in 1955 to the present amount of around 5.50 
percent of carcass weight because of the leaner 
carcasses. There is a limit, however, to how much fat 
can be trimmed from the carcass today. 
The pork industry has significant potential to alter 
pork products to meet the taste and health prefer-
ences of consumers. lnnovative techniques may 
allow changes in the final product through feeding 
practices. One promising technology would modify 
fat deposition through diet intervention. This 
technology was used in a recent fat modification 
experiment on pork conducted at Iowa State Univer-
s ity ( ISU) by Don Beitz and others in the Department 
of Animal Science. The experiment was funded by 
!SUs Center for Designing Foods to Improve Human 
Nutrition. 
The fat modification experiment was designed to 
produce pork products with more desirable fatty acid 
composition. Supplemental feeding of fat in the fom1 
of SO)' oil and choice white grease was expected to 
depress rhe deposition of less desirable fatty acids. 
Experimental results indicated that feeding of 
supplemental choice white grease at concentrations of 
30 percent of total feed calories increased the propor-
tion of unsaturated fatty acids in the loin, ham , and 
shoulder muscles compared with the control diet and 
USDA data. The effects on palmitic acid relative to 
stearic acid were mixed. This ratio is important since 
palmitic acid raises undesirable blood cholesterol and 
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